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Duke Marketing Efiorts Benefit Shareholder, Customer Alike

Duke Power responded 10 an increas-
ing!y competitive energy marketpiace in
1989 with programs designed 1o empha-
size the advantages of electnicity and en-
courage increased use of off-peak power.

These ongoing efforts are pan of Duke
Power's plan 10 enhance revenues whilke
limitng the pressure on peal demand re-
quiremenis as Dule Power heads into the
*90s

While revenues in 1989 increased mar-
ginally — from $3.63 hillion 10 $3.64 bil-
lon — earnings per share of common
stock increased from $4.91 10 $5.13 An
increase in kijowan-hour sajes bilied to
commertial and industnal customers
coupled with lower plant mainienance
expenses, were the pnncipal reasons for
the increase in eamings

Annual earnings were affected by 2
charge of 11 cents a share made in the
first quanier of 1986 in Aprl Duke
Power fowered its rates and made provi-
sions 1o refund $24 million in Julv o cus
tomers under a remand order from the
North Carolina Ulubues Conussion
Responding 10 a directive from the state
Supreme Count. the Commission re.
duced the Company s allowed return on
equity 10 13.2 percent from 13.4 peroent,
retroactive to 1986, Going forward. this
reduces the Company’s annua. revenue
b appraximately $9 million.

The Company’s eamings trend was af-
fected by three factors that occurmed in
1988. They include 2 $1.01 per share in-
crease resuhting from the cumulabve ef-
fect of an accoununp change effective
January 1988 a onc-uime charge of 46
cents per share in December 1938 resuh-
ing from a D.C. Coun of Appeals ruling.
and a reduction in earnings of |5 cents 8
share for emplover benefits following the
Company's work activity review com-
pleted in late 1988,

Damage from Hurricane 1Hugo cost the
Company approsimatedy $64 mulhon
The capital portion of these costs. ahout
$44 millor. wil] be capital.zed and de
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preciated over approximately 30 wears
The Company received from the appro-
priate regulatory commissions approval
to amortize for accounting purposes the
remaining $20 million over a five-year
period. Anolher $3.5 million in mainte-
nance cost¢ from tornadoes that struck
the Pisdmont in May will be amortized
over a five-vear period.

Duke Power dissolved its nuclear fuel
trusts, which 1otalied $R¢€ million, in 1985
and created 2 $130 million commerial
paper finap:ing program backed by long-
term financing agreemnents This program
provided $44 million in new funds for
general utihin purposes

The Company wssued $200 million of
new bonds 1o Februarmy 1990 The new
bonds carm 8 94 percent interest rate and
mature in 2020, A poruion 0f the proceeds
will be used in March to refund the
£62.916 milhon of Duke's 12% percent
bonds due 2018 Replacing the old bonds
will resultir approximately $2¢ million
in savings for the Company’s cusiomers
over the next 28 wears The Company in-
1ends to issue additonal long-term debt
in 199 to fund general utility require-
ments

Duke Power also plans in 1990 te im-
piement 2 $750 mullion secured medium-
term note program  Besides offering
greater flexibility 10 react 10 debt market
conditions, medium-term noles senve as @
compiemer’ to Duke's corc financing
program of long-term bonds.

Duke's Board of Darectors raised share-
holders” quanerly dwvdend 1o 78 cents
eflective in the third quarter of 1989. This
increased the indicated annual dividend
10 $3.12 anc marked the Company’s l4th
consecutive dividend increase. The ac-
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gon i consisient with the Company’s
goa) to provide sieady dividend growth
and 10 pey oul approximately 60 to 65
pereent of eamings for cornmon siock.

Peak demand i 1989 resched
13,611.000 kilowans on August 23. a rels-
tiveh mild summer dsy. Had tempers-
tures been pormal the estimated peak
would have excceded 14 milbon kilo-
walts This compares with Duke's all-
time high of 13,618,000 kilowstts set on
August 18, 1988

Duke’s marketing efforts in 1989 con-
tinued 1o cenier an programs that encour-
age of-peak power consumption and re-
duction in the growth e of peak
déemand. The Company created the
Comfort Guarantes in 1989 10 promote
the bepebis of the MAX = the all<electnic
Maximum Value Home The optional
guaraniee assurss homeowners who in-
stall The Comfort Machine (3 highefh-
aency heat pump) that they will be com-
fortable, or Duke Power will install 2
comparable beating symem of the
homeowner’'s chaice.
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Both th¢ MAX and the Comfort Guar-
antee programs promote of-peak elec-
tncity sales and ensure jower peak de-
mand The MAX bome cnables the
Company 10 increase sales for winter
home heating withoun adding to the de-
mand far summer cooling power &5 8 re-
sull of increased insulation. efhcent
building practices and high-cfhoency
heating and cooling equipment. Market-
ing off-peak energy creates more sales
over which 1o spread cosis and maintains
the high value delivered 1o customers.

To belp customers get the most from its
marketing programs Duke Power created
its Power Marketing Tears from the em-
plovees who have served as industrial or
commercial marleting representatives
These epergy professionals draw on ex-
peruse throughout the Company 1o help
Duke cusomer maintain better control
over therr energy use with & vaneny of free
programns and senaces Companies with
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Power representative for help and
information.

Duke is also responding 10 industrial
customers’ needs with enhanced ipter-
ruptible service and improved standby
generator rates as part of the Load Man-
agement program. The Campany has re-
ceived letters of intent from many com-
penics desiring 10 participatc in ope of
thesc two programs.

Many companies including textile
manufacturers. are finding interruptible
service enhancements attractive because
Duke Power can now submeter a plant to
temporarily interrupt service affecting 8
single process instead of an entire plant.
Companies with standby generators ap-
preciate this rate option becsuse it not
only lowen their energy costs it also
heips them meet periodic equipment
testing requirements.

One of Duke Power’s strongest selling
points continues 10 be its overal] rate sta-
bility. The Compuny has not had a gen-
eral rate increase since 1986 and antici-
pates no general rate activity unti) Bad
Creek Hydroelectric Sution comes on-
line in the early 1990s In fact, genersal
retes have decreased three times mnce
1986 folioning chanpes in federal tax law
and adjusiment of the allowed return in
North Carolina.

The Company’s competitive rates in-
povative programs and fts willingness to
work with customers 1o mee1 their par-
ticular needs are evidence that Duke is a
Duke Power's new Groenville affice represerus the Compury '« commitmen 10 the growth company thal delivers high value 10

of the Upniase The nev facilisy is Daeke's flagship office in Sowth L amiding cuslomers. »
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Duke’s Efficient Generating System Delivers Value Now and In the Fi

Customers benefited from Duke Pow-
er's efbaent mix of nuclear, fossil and hy-
droelectric penerating plants in 1989,

Baseload demand was met primarily
by the Oconee, MoGuire and Catawbe
nuclear generating stations The seven
nuclear units operated by Duke Power
ran al an average 77 percent capacity in
1989, providing appmuaimately 63 per-
cent of the electricity used by Duke Power
cusiomers.

The plants’ gencrating capacity was
well ahead of the national average of 65
percent, and equal to the 77 percent ca-
pecity facior recordecd in 1988, The nu-
cicar plants continve to bve up 1o Duke
Power's tradition of high thermal-
operatng efbciency. Information from
the Nuclear Regulsory Commission
(NRQ) shows that the stations were the
firs,, second. and sih most efhoent
multi-unit nuclear plants in the countn
in 198K the latest vear “or which informa-
tion 1 available.

The reactor operator training programs
& Duke’s McGuire Nuclear Suation were
re-accredited by the Nationa! Academy
for Nuclear Training. ar independent in-
dustry organization devoted to improving
nuclear plant safety and the gual.tyv of
training. The programs a1 McGuire were

" “Putting 8 Id on demand , ..

¥ Arasun peak demxnd was reduesd

- Summer .. ..., ... 358,738 nlowatn
Since 1975

*Sammer ... 3.5 pulbon Blovas

ieter ... .. 43 milbon Glowams

firs accredited in 1985. Operator pro-
gams a1 Duke’s Oconee and Catawba
nuclear stations are also accredited Duke
Power was the first utility to achieve Acad-
emy accreditation of all iis operalor
programs.

In March, a Jeak in a steam generator
tube at McGuire Nuclear Station’s Uinit |
caused an alen ai the station. The unn
was brought off-line withou: inodent and
the leal was 1solaied. While the unit was
out af senace. the entire tube sysierm was
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inspected 1o ensure its integrity. The unit
was restored 10 service in May. This event
chd not affect the simultaneous operation
of McGuire Unit 2.

In recognition of his instrumental role
in creating the World Association of Nu-
clear Operators (WANO). Company
Chairman and President Bil' Lee was
glected prosident of thie wniernational
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Duke Awer operares the nation’s mos oficiens coalfire. generating planis
Tha cfiiciency saved Duke cuxiomurs $10.1 nullion in fuel costs in 1988

body a #ts organizational meeting in
Moscow on May 16, WANO represents
ownet/operstors of all of the more thap
400 operating commercial puciear reac-
tors in the worid. Duke’s involvement is
comsistent with the Company's goal of in-
creasing  muclear plant safery and
reliability. _
Through an electronic information and
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communication network and through ex-
Lhange visits that vitmately wili involve
every nuciear station around the globe,
WANO 15 improving safety and perform-
ance for all nuclear reactors.

A benefit of Duke Power's nucicar pro-
gram i 2 fuel cost structure that is Jess
sensitive to fuel price fluctuations Fuel
constitutes a much smaller proportion of
the cost of electricity generaied at 2 pu-
clear plant than electricity penerated a1 &
coal plant.

One component in the cost of nuclear
fuel is the process of enniching uranium, &
service currently provided in the United
States only by the federal government. In
an effort 1o provide an allernative domes-
tic source for such sernvices, Duke Power
and four other companies created Louisi-
ana Epergy Services (LES) in June LES

Duike's coal-fired plants provided
a larger propontion of
the Company's a1 generation in 1989

plans 10 own and operate the nation’s first
pnvately ownad uranium enrichment
facility.

Scheduled for compietion in 1996, the
plant is expected 10 supply approximately
15 percent of the U.S. nuciear industry’s
uranium ennchment requirernents.

Duke Power’s nuclear plants supply the
largest portion of the Company's power
needs But as cusiomer demand has
grown ip the past several years Duke's
efbicient system of eight coal-fred plants
has increased output 1o meet that de-
mand. Electric Light & Fower magazine
has rated Duke's system of coal-fired
plants as the most efficient in the nation
for 15 consecutive vears including 1688
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— the latest year for which statistics are
available. Four of Duke’s units ranked in
the top 10 most eficient plants If Duke’s
fossi] sysiem had been only as efficient as
the second-ranked utility, Duke custom-
ers would have paid $10.! million more in
fuel costs.

Coal-fired plants provided 35 percent
of the power generated on the Company’s
sysiemn in 1989. With addriiona) savings
through the use of nudear and hydro
power, Duke Power's current cost per kil-
ovaiz-bour, coupled with prospects of rel-
stwvely stable rates in the future, continues
to be an attractive incentive for compa-
nies seeking 10 locale their business in
Duke’s service area.

Duke Power has long used low-sulfur
coal a! its plants 10 keep emissions from
its coal planis 1o a minimum and 10 com-
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Duke Power's baseload demands
are 2ill ma largely by nuclear plants

bat the problem of acid rain. Nonetheless,
the Company continues its efforts to de-
velop clean-coal technologes; its partici-
pation in projects such as the Atmo-
spheric Fluxdized Bed Combustion plant
in Paducah. Kentucky. ensures tha! the
Company remains & the forefront of de-
welopment of this important technology.

As part of its effont 10 continue to pro-
vide low-cost power 10 customers, Duke
Power announced in October that it s
lected a site for a combuston turbine fa-
ciline Up 1o 16 turbines can be installed as
they are needed a1 the Lincoln Combus
ton Turbine Station, a 700-acre site in
Lincoln County. N.C.

The wurhines will rur on either ol or

natura) gas during peak periods, giving
the Company the option to choose the
most econornical fuel Combustion tur-
bine facilites can be buit relatively
quickly, and turbines, once instalied, can
be brought on- and off-line quickly. The
first turbine is scheduled to begin generat-
ing electncity in 1994,

Cormbustion turbines are part of Duke
Power’s plan to meet future power needs
under the Company’s “least cost™ pisn, 8
fexible program designed 10 provide for
future needs in the most efficient way pos-
sible. Numerous options are being ex-
piored 10 meet power pesds in the 1990s
and beyond. These options include ag-
gressive load-control and efficiency pro-
pgams for cusiomers, plus combustion
turbines, bulk power purchases, and con-
tracts with independent power pro-
ducers.

The Company's Bad Creek Hydroelec-
tric Suation i porthwestern South Caro-
hinz is now about 63 percent complete.
Completon of units 1 and 2 of this four-
unit, 1,065,000-kilowatt station is sched-
uled for 1992, Units 3 and 4 are expected
10 be completed by 1953, A1 the end of
1989, however, construction was running
ahead of schedule.

Bad Creel 1s 8 pumped storage gation
that will provide hydroelectnc power dur-
ing peak penods During peak demand, a
pumped-siorage stahon uses water from
an upper supply reservoir 1o turn the tur-
bines tha! groerate power. The water is re-
tained in a Jower collection reservoir, then
pumped back 10 the upper reservoir dur-
ing penods of iow energy demand to be
ready for the next peak period. Bad Creek
will use Lake Jocasses as a collection res-
ervoir and & new small reservoir for
upper-level siorage.

Bad Creek will be the Company’s sec-
ond pumped-storage faciity  The
Jocassee Hydroelectric Station, just below
Bad Creek, is a 610,000-kiJowart generat-
ing station that begap operation in 1973.
Both Bad Creek and Jocassee, along with
the Oconee Nudear Station and Keowee
Hydroelectric Swation, are part of the
Keosee-Toxaway Energy Park, a concen-
tration of 4,353,000-kilowarts of generat-
ing capacity oo the upper Savannah River
basin. v

1f Duke Power's coal-fired planis wevem's
2.250 carloads of coal in 1988
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Sepvine Monre Than
Power Kigeds Thirough
Citizenshin & Senvice

Duke Power's commitment to service
means more than providing safe. reliable
and economical elecinc service. The
Coropany’s emplovees devote countless
bours to betiering the commuaities in
which thev live and work.

Some 2.100 emplovees participated in
the Company’s Pover in Education pro-
gram ip the 1988-89 schoo! year. donating
their personal time 1o work as volunteer
tutors in reading. math, science and
man) other fiekds of'study. Still others ere
involved in orgzpizations like the Boy
Scouts Girl Scouts and the United Way.
Duke Power and its ermplovess in 1989
pledged more than $2.5 million 10 the
United Way.

Duke Power's Scholastic Excellence
Avards program provides six four-vear
college scholarships and 14 honorary sti-
pends each year 10 high school seniors
within the senice area who show excep-
vonal scholastc ahilitv and keadership
potential Another scholarship program.
the Duke Power Minorin, Scholarship,
provides scholarships and honorary sti-
pends to minonity students sexking de-
gress in engineering. science, math. com-
puUleT sCience. accounting. eCONOMICS or
finance.

President George Bush recognized the
Company’s support of education in late
1989 by choosing Duke Power as his 29th
“Point of Light™ The award honors
Duke’s commitment to volunteensm and
education through the Power in Educa-
tion program.

Duke Power's Community Challenge
Heating Fund and Snare the Warmth pro-
gram raised more than $2.1 millon dur-
ing the winter of 1988-89. Share the
Warmith matches contributions from cus-
1omers ernplovess and shareholders and
distnibutes funds 10 people needing help
with their heating bills regardiess of their
source of heat.

The Community Challenge Heating
Fund matches $ for cach $3 raised b
service organizations Duke Power con-
tnibuted §325.000 10 this fund.
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The Metrolina Association for the
Blind in North Carolina swarded its 1989
Spivey Award 10 Duke Power for its con-
trbutions to the visually impaired. The
award recognized the Company's Energy
Informstion in Braille program, which
provides billing informason and energy
saving tips ir Braille 10 visually impaired
customers.

Duke Power has been preparing special
Braille bills 2nd insens for cusiomers
since 1986. It currently provides the spe-
cial format to about 100 customers.

Duke Power also recsived in 1989 the
Honeywell Gold Nugget Nationa! Energy
Consenatior Award, bonoring the Com-
pany's e Ey-managemen! Programs,
which include incentives for higher levels
of insulatior efboient Lghting. electronic
enetgy controls and thermal energy stor-
age techmgques

In April the Company was honored
with a North Caroling Governor’s Award
for Excelkence for Significant Achieve
ment in Wasie Management, recogninng
Duke Power's effors to minimize, recycle
and recover sohid and hazardous waste
material dunng 1988 These efforts re-
sulted in 2 svings of $1 4 million through
lower waste disposal costs and finding ad-
divonal use< for waste material The
Company generated another $3.6 million
from selling waste matenal for recycling.

Duke Power emplovess met seven of
their 10 performance Emplover Incentive
Goak. saving customers millions and
producing additional Company contri.
butions to the Stock Purchase-Savings
Program for Employees Goals were met
or surpassed in the areas of. customer
gervice — distribution, customer service
— vansmission. aflirmative action. en-
erg> management. power plant design.
build end test quality of puclear opera-
uons and expenditure control

In the nine vears that the goais program
has been 1n force. employees have met 73
of 9¢ goals for a 76 pemcent success rate.
Additiona! challenging goals hane been
se1 for 1990 -
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kington Indusiies Duke Energy is a
Duke affiliae formed in 1988 to develop
gencrating plants outside the Duke Power
service grea while TEVCO is ar. affiliate
of Transco Energy Company of Houston,
Texas.

Another Duke affiliate, Duke/Fluor
Daniel will design the cogeneration
plants manage the construction. and op-
erate the completed stations.

Duke Engineering & Senvices (DE&S)
won 2 three-year contract 1o provide con-
sulting services 10 the U.S Department of
Energ: for thai agency's New Production
Reactor project. This was one of 115 proj-
ects for 70 chents on which DE&S pro-
vided engineering and technical services
in 1989,

Durning the year, Crescent Resources.
Inc.. formerly Crescent Land & Timber
Corp.. continued 10 buiid 2 real esiate de-
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velopment team Lhat s competing suc-
cessfully in the Carolinas market

Amorg the daeiopments staned in
1980 are a 600-acTe residential commu-
nity called The Peninsula on Lake Nor-
men, porth of Chariotie, One Coliseum
Centre, the first phase of a 175.acre
mued-use office and commertial project
pear Charlotie’s new Coliseum, and 200
Meeting Street, a 150.000-square-foot
office building in Charlesion SC.. to be
anchored by NCNB National Bank of
South Carolina

In addinon 10 its commercial develop-
ment activits, Crescent owns and man-
ages 270.000 acres of property and sup-
phes umber and wood 10 the furniture,
construction. and paper industries In
1989, the company harvested 30.3 mil-
lior board feei of Lumber and 41,730
cords of pulpwood ~

Capitalizing

With an eve 10 the opportunities inber-
entin growing electricity demand over the
next five years, Duke Power and Fluor
Corporation of Invine, Calif. joined
forces 10 create Duke/Fluor Daniel This
$0-50 parinership will offer a new, one-
stop source of design, enginecring. con-
struction and operation services for pew
coal-firerd power plants as well as
repowering. upgrading or modifying ex-
isting coal-fired plants It capnalizes on
Duke's design and engineering expertise
and Fluor's engineering and construction

T partnership will be headquartered
in Charlotie. with operating centers in
Chariotte and Chicago.

In other non-utility businesses. Duke'’s
Merchandising Operations ares added
consumer elecuonics 1o its product line
in 1988 and the additiona! products
belped prope! sales growth in 1989. Sales
from the merchandising area increased
24 percent in 1989 over 1988,

During 1989, the Company revised its
subsidiany structure by contributing the
stock of its non-uulity subsidianes to
Church Steet Capiu! Corp. Church
Streer Capiial is 2 subsidiary of Duke
Power whose purpose is 10 provide central
management of pooled funds for future
peeds of non-utiliy subsidiaries and
affilistes such s Duke Energy Corp.,
Crescent Resources and Duke Engineer-
ing & Servicer including its micrest i
Duke/Fluor Daniel

Duke Power’s utility subsidiary.
Nantahals Power and Ligh' Company.
was acquired in 1988. In 1989. Duke
Power began building a transmission kine
inking the two systems. Construction of
the EB Shuler Transmission Line.
named afier Bruce Shuler, former Duke
Power vice president, transmission, began
in Augus:. Siretching for 26 miles the line
is specially designed 1o have minimal im-
pact on the area’s mountain landscape in
Panthertown Valiey, while still supplying
a relisble. economical source of electricity
1o Nantahala's 47000 customers
Nentzhala will buy its supplemental
power from Duke Power once the line is
completed.

Duke purchased the 7,100-acre tract in
the Pantheriown Valley in 1988 in order
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10 build the Shuler line. Only a small por-  tract, the Company began working with  sold this unused land to the Nature Con-
tion of the acreage was needed for the  the Nature Conservancy and the ULS  senancy. which then deeded the property
line. To protect the unused portion of the  Forest Service. In Novemher, Duke Power  to the Forest Service. ¢

Duke/Fluo Danicl. creaied ir 198Y. offers a one-stop source of desigr. construction and operatior. services
k¥ mew and cx19ing coal-firec eenerau:ng plant<
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Leaving Everyol

Humicane Hugo originated in the Cs-
ribbean, swept through Puerto Rico and
the Virgin Islands and hnt the U.S main-
land on Sepiember 21 at Charleston, S.C.
A stormp surge with 135-mile-an-bour
winds knocked brdgss off pilings
stranded boats it ths middie of bighwavs,
and wirtually wiped small coastal towns
of the map.

By 3 am, residents in the Charlotte
area, 200 miles inland, were waking to the
sound of gusting winds and cracking
trees. Over the pext three hours the area
was buffeted by rain and §S-miie-an-hour
winds. Thousands of trees on which the
aty has prided itself, many more thar 70
years old. suddenly became a lability, up-
rooting and crashing into homes falling
across power Lines and snapping utlity
poles.

h was an expenience that millions of
Carolinians shared.

Hurricane Hugo was a nightmare for
Duke Power and its cusiomers Even
though the Company had prepared for
the storm. the breadth and extensveness
of the damage was unprecedenied. Until
Hugo the worst storm for Duke Power
had occurred in May 1989, wher. a senes
of tornadoss swept through portons of
the Duke Power service area. These lefl
about 250,000 Duke customers without

power for up 1o several days. with the

heaviest damage occurting in Winsion-
Salem, N.C.

Repairing damage from the May -

tormadoes proved 15 be a warm-up for
Hugo. In its wake, pearly 700,000 cus-
lomers system-wide lost power Damage
was reported in all eight of the Compa-
ny’s divisions. In the corporate headquar-
ters city of Charlotie, the hardest-hit area,
68 percent of all customers (232 000 out
of 237,000 were powerless and for some.
repairs would take over two weeks

As is typica! in most disastens, adversity
brought out the best in peopie Duke
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Darkened iraffic sygmels, lines & powerless

grucer; Qores, up.owp sireers (U1emed with
glass and twinied, brokes power lines were
Humicane Hueo < a!ling card,
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Power crews experienced the generosity
and gratitude of Duke Power cusiomers,
who brought them food, coffee and other
refreshments For many line technicians,
Hugo would mean weeks away from
home. Repairs 10 their own homes would
waitl until the hghts were back on. The
serne would be true for thousands of
Duke emplovees who supporied them.

Ultmateh. 9.000 peopie would be a
part o the recovery effort Increditiy. they
would virtually rebuild in deys a distribu-
tion sysletn that had aken years 10 build.
The cammmitment of Duke Power 10 its
customers. our emplovess’ good humor
and the dedication with which they at-
tacked the repair effort, and the loyahty
and gratitude of our customers, were
pever more chearty in view than during
this time. Thus is the story of how that job
was accomplished.

in the days following Hurmicane Hugo,
they were the most popular people in
tovn. Headk turned whep they entered a
restaurant. They saw anxious resdents
Tup Lo the curb as their trucks rolled into
storm-ravaged paighborhoods. A routine
repair job would be intzrrupied more
than once by someone bringing 2 sand-
wich. a drink or some other snack.

No doubx about it, Hugo gave thou-
sands of customers a bew sense of appre-
dation for Duke Power line technicians.

Ap army of line technicians poured
into the Duke service ares in the wake of
Hugo, traveling from up and down the
Eastern Seaboard and from the Midwest.
At the heigh: of the repair effort, 9,000
workers were scatiered throughout the
semvice area. Of these, 6,500 were Duke
linc technicians or local electrical con-
tractors whose crews frequently work on
the Duke nisiem.






The unprecedented size of the assem-
bled work crewt was prompied by the ur.
precedenied darmage that Hugr nlicied
on the Duke service arca Jronicsl . the
dav beforr Hugoe struck, Cormpany
officials were making plans 1o send Duke
crews (0 belp other utiliues

*Through Thursday (September 213
the forecast was tha: Hugno would pass 1o
the east of us” said Roger Anderson,
manager of the Distribution Engineening
Division, who was responsibk for setting
up Duke's Storm Center “We geared up
thinking we'd send our troops
elsewhere™

Angerson spent most of the vening on
September 21 at homne, tracking the path
of the storm by television reperis and
through a home computer link with
Duke’s mainframe sysiemn. When he lefi
for the office at 4 am. on September 22
he'd dropped the onginal piar.

“We knew we'd have 1o have al! of our
systern crews o deal woth the damage
from Hugo And av we received more
damage reports, we begun cortacung
other uthties and contracton. We were
telling them we needed 10 know how
many crews they could provide and that
we could use every crw they could
send”

And so the crews begar arriving They
would be the froni-line fighters in the re-
pair effort, but the damage inflicted by
Hugo was diffcrent. Even those who had
worked in coasial areas afier humcanes
had not seen such damage.

Candier Ginn. a design enginesr with
Georga Power in Joneshore, is & weteran
of numerous repair campaigns. many on
the Gulf Coas: following humcanes

“I'vt never been that far anland (in
Charlotic) and seen that much dumage ™
Ginn said.
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Workang fenour g1 e s weel,
crews worked the - was throagh the dam.
aged portor: of the Duke svmenr . Most
eentually foand thar way 10 Charlotte,
where imitial'y 9F perceni 0f Duke cus-
tomery, aere WhOUL povey

The probica for &) b rews working
in the Cha-lotie ares wes the ah's
pride—=its trees, High wird 1oppled an es-
tirmated 80,0 trees. whah pulled power
lines down and snappec utilim poles as
they fell Ofter -t way impossible 1o judge
where 3 line had been sirang or where it
wa: supposed 10 go Jus petting 10 the
poini on a map whert & ! ne was supposed
1o be could take hours A falien hne might
be dead or hot; 11 wes im possible 10 tel] at
& glance.

Duke customers were quick and effu-
sive ip their apprecistior of the repair ef-
fort As crews worked ir neighborhoods,
customers offered them meals and dnnks.
Members of @ Chariotir church washed,
gried and ironed one crew s clothes Res-
dents 10 the Nortr Caro' ra towns of Bel-
mont and Crumenar sponsored dinners
a1 loca! restavrants i honor of the crews
who restored their powe- as did members
of rural churcaes in the wemce area

Generally cusiomen werr  pabent,
though that austude thinned lor some as
the dai< dragged or. When power was re-
swored 1o larper areas wolaisd outages re-
maincd  terpers soreumes flared as
some cusiomers satin the derk while their
neighbors had electncit.

The weathe; afier Hugo was capricious
Immechaiely afier the o pessed, the
weather cleared and warmed The follow-
ing week. the weather tumed cold and
rainy. hampenng repa 1 efforts Shifts
were reduced. but ~rews still worked 12 10
14 hours a da.

More torrenuial rains hit the Piedmont
a week afier Huge dumping nearhy seven
tnches of waier on the region The ruin
slowed repairs and Booded areas in the
southern portion of Duke's service area
even though the Company had lowered
lshe levels carber 1 anuopation of
Hugo.

Restoring power to al! of Duke Power’s
cusiomers 100k just over tao weeks In
that ume crews rebuih much of the Com-
pam's distnbution network a job that
could not hase been accomplished with-
out the dedicatior ard sacrifice of each
Duke emplevee and contractor who par-
ticipated in the repasr effor and the sup-
port from cu- cusiom=s
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Keeping the Supply Pipeline Full
m&“ A %Hom?ob
1t's a good thing for Ned Chavers that
his wife Barbarn works at Duke Power's
Toddvilie Stores Faglity. Otherwise,
chances arc he'd have seen little of her in
the weeks following Hurmicane Hugo.
That's becavse Chavery, supervisor, in-
ventory contro! in the Corporate Materi-
als Management Department, helped di-
rect the Company's two-week. 24-hour-
a-day supply effon 1o ensure that line
crews restoring power bad the materials
they nesded to get the job done. During
that time. Chavers, who usaally works in
uptown Charotte, never saw his office. He
was 100 busy working out of Duke's
sprawling Toddville Stores Facility, where
he and 140 co-workers were taking supply
orders from the Beld. receiving materials
from suppliers and shipping it back w
line crews and repeir workers almost as
$OOT as il came in.

“We really never ran out of materialks,
but it was touch-and-go on some iems”
Chavers said. “'For instance, we had to al-
locate some supplies as we got Jow 10
make sure we had enough 10 go around
until we were bl 10 restock. But we were
always able 10 meel an order 1o some

Sitting behind a desk in his office a few
weeks after Hugo. Chavers spoke matter-
of-factly, his words understating the chal-
Jenges the Materials Management and
Purchasing departments faced in the
wake of Hurricane Hugo.

Chavers immediately knew that Hugo
was A0 routine storm and that getting in
to take supply orders from the held was
the top priority. Even so. “We didn really
know in the beginning how bad it was,”™
Chavers said. He was 10 find out.

Chavers and his wife left for Toddville
themomingthcstormsuwkwcmr-
jotte area. Normally 8 15-mile drive. the
trip lengthened 1o 68 miles because of
downed trees blocking the roads.

When Chavers amived. he found that
like just about everywhere else in the
Churlotie area, Toddville had no power.
There were no Jights, DO COMPULET SCCCES.
and only one iekephone line. Before full
phone service was restored that after-
¢ poon, personnd made calls OVEr the one
< phone line o determine supply peeds.

s Hugo's wands detropnd rhousand. :{ acres
. of tiniheriand and wondlands. leaving
behing womes such as this

3
3
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Once e order was tiken, workers pulled
siock using flashlights Office staffens
worked by spotlight, keeping inveatory
records by hand insiead oof entering them
on computzr as they do normally

They Labored under those conditions
for two davs, until power was restored.
Then, for the pext two weeks Toddville
operated 24 hours a day As soon as ship-
ments from vendors were received. they
would be reloaded onto Duke trucks for
delivery 1o the ficld Field employees con-
stantly advised Todd ville about road con-
ditions so that a delivery truck would be
sbi¢ 10 get through.

By the end of the clean-up efflort, Duke
employees had received 667 shipments of
masierials, weighing almost 2,600 tons
They had shipped out 495 deliveries of
materials weighing just under 7.700 tons.

The orders for al! that material were
placed by Duke’s purchasing agents
whose yob was no Jess daunting than that
of Matenals Management Libhe Chavers.
Ed Moron, customer purchasing man-
ager, works 1n uptown Charlotie,

“Qur challenge was to figure out how to
commurnicate with our vendors.™ Moron
said.

The storm disrupted many vendors
and kept purchasing agents from reach-
ing them until late or Frday, just the time
when most were wrupping things up for
the weekend.

This was one weekend Duke Power
could not rest.

“We didr't really get our feet on the
ground untl about §S pm. on Frnday so
we were spending the weekend chasing
peopie down at bome, at restaurants af
church, anywhere we could find them,”™
Mortor said.

As soon as Morton and the other pur-
chasing agents received requests for mate-
rak they would immediaiely begin con-
tacting vendors. They staried first wath
the Comparny’s regular suppliers and
when their resources had been exhausted,
buyers began “scouring the country”
Monon sid.

Many times a buyer would Jocate an
item and order the supplier’s entire stock
10 ensure tha! Duke crews had enough
material 10 compleie repairs An espe-
cially valuable item that was already in
short supply was an automatic splice that
enzbles a line technican to join broken
power lines in a matter of seconds Mor-
1on estimated that Duke bought 170,000
w 200,000 splices in the twe wezks fol-
lowing Hugo.
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“Any time you have a siorm, your sup-
Ply depots are going 10 get bit,” Manon
said. “But Hugo was different. The dam-
age il created was sO massive that we liter-
ally staried running out of everything we
normally stock, and that just never bap-
pens. We never totalhy exhausted our sup-
plies. but we came close op some jtems™

11 100k Duke Power more than two
months to replenish s invenionies after
Hugo. Should disaster strike again. how-
evet, the inverory and purchasing man-
agers @ Duke Power wil! benefit from the
experence of Hugo. The Company's pri-
mary supply facitites now have backup
power systems, and Duke’s buyers have
assernbled 2 directory of phone numbers
where sales representatives can be
reached in an emergency.

All of this information is part of s for-
mal response plan, prepared, ready and
wahing for the next slorm.

- . ¥

Customer Contact Never Wavers
In Days Following Storm

Ont call every seven seconds Nine
calls a minute. Twenty-four hours 8 day.
For over two weeks.

That's how many calls on average
Duke Power received from Chariotie-area
customers who Jost power in the wake of
Humicane Hugo. In fact, ip the first few
deys following the starm, outage reports
weren't all that pecessany — o0 many
were affected that it was rarer to find &
customer who had service than one who
didn’t.

Nevertheless, Duke Power was pre-
pared to handle the deluge.

“It was decided from the beginning that
we wanted to have enough capability 1o
allow callers 10 speak with a person rather
than an answering machine,” said Mike
Carpenter of Duke's Communication
Sysiems Division. *The decision was
made even thaugh we could have handled
a much larger volume of calls in a shorter
period with an automated voie process-
ing system”

Normally, Duke has 24 emergency
lines gvailable 24 hours a day to Teceive
outage reports. Another 77 lines are svail-
able during regular business hours Afier
Rugo, all of these lines were combined
inio a 24-hour-a<day phone bank with
101 incoming lines.

Besides the stafl of regular operators,
dozens of volunieers from throughout the
Company were recruited to take calls Uk



Dide Powe (veny iimunuion ans «

timaely. around 70 operators were on
duty a! any on¢ time. Volunteers gt high
marks from most callers for their profes-
sionalism and caring attitude.

At first, operators could do little 1o give
callers an idea of when power would be re-
stored in their neighborhood. As field re-
poris began to identify specific arcuits
under repair, however, operators were able
1o give customers better information.

Ofien, an operator wae simply some-
one who would listen, which was 2 hard
Job in itse)f. The most difficult calls were
from the elderly, shut-ins. or those with
medica! problems who depended on elec-
nc power and felt lost and cul off without
3t Volunteer Randy Brooks a desigr en-
gneer in the Oconee Division, remem-
bered one call from 8 woman who said
she lived alone and feared the nght “I'm
s0 afraid when the sun goes down.”

Of courc there were many hapm sior-
tes Carol Case of Charlotie explained
how her mother helped turn 2 frusiratng
call into 2 happy ending After taking 2

- T b e T =

call from a woman whe complained she
couldn't face anothe dsv without hot
coffee, Case’s i’ frustration tumed 1o
concern as the womar explained that she
was elderty. living 0 & six-room apari-
ool house with other elderhy residents
One had fallen down the stairs in her
wheelcharr in the dark and another had
suflered a broken nose.

Case, [edding low. then called her
mother and described the call Her
mother asked for the woman's aame and
address A short bme later Case gota re-
turn call from bher mother, who had
brewed coffee and wker 11 10 the elderly
Dulke Power cusiometr.

“While Mother was expla.ning how she
came 1o be there the slecincihy was re-
stored. in the exciiement. the people in
the aperimen’ house did now understand
Mother's explanation o how she came 10
be there. They hailed Duke Power as the
greatest, most COMPasuOnale compan
ever Whe would have thought thoy
asked tha a comper the size of Duke

= - K, 3 - ~ .“.-." "‘:} - T
orkers from aiher i oo meind T4 Loy @ duy & the siorm 1 repalr folken lines

- -

Power woukd actuslly send 8 represents-
Uwve with bot caffee 10 check on them™

. A [ 4

Storms of May a
Dress Rebearsal for Hugo

Duke Power workers in the Company’s
Northern, Southemn, and Western divi-
sions viewed Hurricane Hugo's damage
on Sepiernber 22 with a strong sense of
deja vu Afier all, only four months eariier
& senies of 1ormadoes had ripped through
these portions of Duke’s service area, re-
sulting in what, 10 that time, was the worst
storm damage 10 Company hisiory.

A 1otal of 250,000 peopk in an area
sireiching from Greenville, SC, w0
Greensboro, N.C.. were without power
for up 10 stven days because of the May
storms In Winston-Salem, N.C.. which
epenenced same of the worst damage,
the siorm''s afi ermath Jooked to Winstan-
Salem Division Vice President Paul
Briges siriking!y similar to the damage
from Hugo.
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“We.had 3 massive wind storm in
Winstop-Salem and thousands of trees
were on the ground. As the trees fell our
electrical distribution systern was severely
damaged and in sorpe cases it was just
blown awax”™

As with Hugo. one of the first problems
the morning of May 6, 1989, the day of
the tormadoes, was simply getling around
in order 10 assess the damage. An on-=call
lineman in Winston-Salern bad to hike to
his office because fallen trees blocked his
truck in his own driveway. Hundreds of
oak trees were topplad by the high winds
that buffeied the city, and one of Duke’s
first requests of city officials was for help
i cuting awxy the fallen tress that
clogged major tharoughfares.

A storm tha disrupts 10,000 cusiomers
on the Duke system is considered very
serious. The May storms were 25 imes as
bad. The operations meanagers kr.ew im-
mediately tha! repairing the siormn dam-
age would not be a short-term project
One thousand utility poles were down in
the Winston-Salem area alone. The div-
sion’s 350 line technicians were gug-
mented by about 1,500 peopic from else-
where in the Duke systemn. other uthines
and contract crews Thinty truckioads of
supplies were shipped (o Winston-Salem,
including 18 loads of utility poles With
crews working 16-hour shifig the last cus
tomer in Winston-Salem was returned w0
service afier seven days.

Ironically in light of Hugo, which ke&
some Duke cusiomers without power for
more than two weeks the week required
10 resiore sermvice 10 Winsion-Salemn cus
torners was to that ume. unprecedenied,
Briggs said.

“1 had never imagined power being out
after a storm as long as that.” he said.

In retrospect, Dubke Power leamed les
0ns from the spring storms that proved
beipful foliowing Hurmcane Hugo. An
early problemn following the tornadoes
for example, was inding places to feed the
army of repair workers who trooped
Winston-Salern. Restaurants were unabile
10 open without power. In evaluating the
recovery from Hugo the Company even
explored the possibility of creating 8
siandby field kichen to feed repa’r crews
during emergency situations.

Another lesson Jearned was the value of
creating satellite command posts, putting
managers direcling repair and clean-up
efforts in the fiedd closer 10 repeair crews
This shorened the communications
chain and speeded the repair process

PACE 0 DUKE POWFR COMPANY
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Hago' pugh. wai seer - hee ) domaged
Aome. anz demved g smiodiles
b the Wonmai . i ueree oopeTaiion
ammg nerehime

Duke expandad on thrs ides in Charlone
afier Hugo, crealing 8 feld supply depot
in & church parking Jot near a section of
tow1 with partioulary hesvy siorm dam-
age. Field supervisors used a belicopeer to
direct wark crews from the air.

Sull even with the knowledge gained
from the May storms, Hurricane Hugo's
strength was greater than anyone imag-
ined it could be afier traveling more than
200 milkes inland from coasta) South
Carolina.

Future storms that affect the Duke
Power service &rea may never approach
the ferocity of 8 Hugo or of the thundes-
storms and tomadoes that struck in May.
But if they do, Duke Power will be even
betier prepared 10 deal with them.

Y s 3

Letters From Castomers
Help Make the Work Go Easier

Hurricane Hugo gave everyone who ex-
perienced its wrath something 1o talk
about for years 10 come. For days after-
ward, conversations centered on the
storm, whether your power had been re-
stored and how much damage Hugo had
inflicied on you and vour peighbors.

Those who expenenced Hugo became
a member of one largs family of which no
one who missed the storm could really be
a pan. Trying 10 tell sorneone who wasn'y
there bow it felttositinthe dark stdam,,
hearing the wind and the sound of split-
ting wood and wondering if a tree would
soon be crashing onto the roof could
never maich the real-life event.

By far the most cormmon experience
was the lack of electricity. As the days
dragged on. many people realized just
how intagral electricity is 10 their bves
Most customers showed 3 remarkable
ability to cope as daily life 100k a giant
step backwards, with candles and kero-
sene lanterns replacing elecinc Bghts
Charcoa! grills substituted for electric
ranges. Without power, ielevimons were
silent. and famibes rediscovered radio
and the an of converssiion with each
other and neighbors

It wasn't all idyilic, of course. For many,
particularly the elderly and the sick, being
poweriess represented 2 hardship that
sometimes forced them to seek shelter
with relatives or at hoteks.

The Company s effaris 1o restore power
did not go unnoticed. Many cusiomers
were effusw in their praise of Duke
Power and ils line crews and took the time
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10 wrile-to iet the Company knows ther
feclings.

“Duke Power s still the best thing that
ever happened 0 our urea No one else
has ever beer its equal Magnificent job'™

L L4 A

“I'm wniting 10 say | think all Duke
Power emplovees are doing 8 great job
and | appreciate all the sacrifices they've
had 10 make in order to get us {Charlotie
and surrounding areas) back ‘on. ] also
appreciale the cheerfulness of all the
operaiors/customer service folks I've spo-
ken with this week. [t helps 10 brighien
the day Keep up the good work and
THANKS!"

L 4 h 3 -

*Your crews should be commended for
their efforis Under ven difhcul circum-
stances, they worked steadily. efhiciently,
and successfully. Despite obvious long
hours they maintained outstanding good
humar. both toward the public and
among themselves Evervone 1 obsened
during tha long penod ol ume treeled his
fellow workers, regardiess of their func.
tion. with dignity and consideration,
when 11 would have been very under-
standable 10 heve been irmuahle or
short-tempered ”

[ 4 . L4

Children got im0 the action as weli and
provided some of the highter moments in
the days afier Hugo:

“Thank you for hxing the power in
Charlotic. even though | don't have elec-
tncity vet. But ] can't blame vou. | should
blame Hugo™

One little girl found that no power
mean! less time for television:

“My mom and dad made mec read a
book. But | thank vou for fixing the elec-
tricity! But pow we have 10 go 10 school
and we do not get 10 walch as much T.V.
as we want 10. But I thank you much for

fixing the electncinyt™
« A J v
Hugo's Rewards:

A Spint of Community,
Readiness For The Future

Afier it was 31l over the most surpnsing
thing was how well repair efforts had
gone.

Afler all restoring a distribution svs-
1em 1n just over two weeks is not some-
thing any utility can reall plar for Be
fore Hugo and the seres of 1ormadoes tha
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973 he Praedmont i May the geverest
storms that affecied Duke Power were ice
siorms. In such sorms gn outage that
affects 10,000 customen & a major
CINETEENCY.

So when nesrdy 700.000 eusiomers
were affecied by Hugo.thcjobf.dns
Duke Power was withou! precedent.

Hugo reinforced the idea that in
major storm, early damage assessment is
crivcal Ahltbough Duke engineers sur-
veved the damage by air shortly after the
storm pessed through. they didn't have
full knowledge of the extent of the dam-
agr unti] the survey was completed sev-
erz] days afier the storm.

Effective communicabons, both inter-
na!lv and with the public and media, is
another key factor. Duke has an extensive
radio network for internal communica-
tions, but the vadume of the 1raffic on the
Coropany’'s frequencies was so high #t
overfoaded the system. The Company
countered the problem by setting up a
teraporary cellular telephone network.

Maintaining communications with the
public was a littke easiec A hundred
phone lines were availabke by the Monday
following the storm to handie the jarge
wlume of calls received The lines were
staffed by volunieers from throughout the
Company, and customers rarelv had 10
wait 1o gel through to an operator.

With damage occumng over a large
arca satelhie operations and supply cen-
ters proved 1o be valuable Satellive opera-
tion centers kept those directing the re-
pair efforts closer 10 the crews making the
actual repairs while the supply centers
kep! repair matenials close at hand.

The most important elernent was the
spirit of ieamwork that developed among
all who helped resiore the Duke system.
Many emplovess volunteered their per-
sona! time in additon 10 their regular du-
ties Many had damage 10 their own
homes but gave & higher priaity to belp-
ing restore elecinc senvice to Duke
customers. )

The widespread grantude and appreci-
ation expressed by customers were the re-
sult of those efforts Never had Duke Pow-
er's corporate creed of Citizenship and
Service been demonstrated s0 appropr-
ately and so completely. In the future.
other storms wil' certainly require more
sacrifice and selfless senvice But the re-
sponse of Duke Power and its emplovecs
0 Hurricane Huge will stand as a model
for those who serve ip the years ahead. s
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"msomated Statements 01 income

Dollans in Thousmads
Becu'icm(\loteslandZ)

Electric expenses
Operation
Fue! used in electric generstion (Note 1) ... .. .. .
Net interchange and purchased power M 3)
Wages, benefits and matenials .. .
Maintenance of plant facikises ... ........ ... ...
Depreciation and amortization (Notes | and 10) . ...
Generalwaxes. . ... ............. ... ... ...

Total electric expenses . .. . .
Electric operating income

Otber income (Notes 1, 4and 13)
ADowance for equity funds used during construction .
Othez, net o
Provision for abandonment loss (T\or.c 12) oL
Income taxes — abandonment loss (Note 4)

Income taxes — other, net o
Income taxes — credit .
Total other income .

Income before interest dadumons

Interest deductions
Interest on long-1erm debt
Onher interest

Allowance for borrowed funds used duning construction (cradn) (Nou 1)4

Total interest deductions

lnmebdmnmuhmeeﬁeadchmh

Cumulative effect of a change in method of accounting
for unbilled revenues, net of income taxes (Note 1)

Netincome . ... ... ... .. . .
Dividends on preferred and prefmce f0cks

Eaxrningy forcommopsock . ... . ... ..
Commos stock data
Average shares outstanding (thousands) . . ... ..
Earmning per share before cumulative effect of
change in accounting methad .. A
Cumulative effect of a change in method of
accounting for unbilled revenues

Total earnings per share .
Dividends per share

.....

. .o
§3635.5%  $3626985 $3705 784

660,212 626,191 624814
£14,199 $87,145  $81.175
808,743 $29,129 485,192
348,944 383,307 375,085
410938 417,503 411,182
184,134 182,000 173,897
307,87 272,159 _ 396,482
293473 299743 3047827
704,600 629.551 _ 651,957
61,347 52616 36,742
28930 16,978 18,002
- 34,967 -
0.,053) 3,547 (4,397)
20,602 20,102 22,555
101,826 46211 72.902
806,426 675762 _ 130.8%9
237187 235,061 231,367
16,808 7979 3,853
(I8877)  (15409) _ (10,5%9)
234818 221,631 230,66
571811 _ 44813] _ 00,198
- __ 102285 _____—

£71 611 $50,386 500,198
£2477 £3,329 34,264
$.5190M § 497087 § 445934
10127 101,266 101,250
$£.13 $3.90 $4.40
-— 1.01 —_
8813 o) a0

$3.04 $2.88 $274
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-Consolidated Statements Of Cash Rows

Dollars in Thousands Year ended December 31,
Cash flows from opersting activities
Netincome .. ..... ... ..
Adjustments 1o reconcile net income 10 net ush ph:mded b~ opcrmng acuvme&
Non-cash items

Depreciation and amortization (Notes | and 10)
Delerred income taxes and investment tax credit,
net of amortization (Note 4) . R
Alowance for equity funds used during construction
Purchased capacity levelization (Note 3) |
Provision for abandonment loss (Note 12) .......
Cumulative effect of a change in method of accounting for
unbilled revenues. net of income taxes (Nmr. l)
Other,net .. ... ... ... ,
(Increase} Decrease in
Accounts receivable

Increase (Decrease) in
Accoupts payable . ...
Taxes accrued (Note 4) o
Interest accrued and other Labilines (Note 9)

Total adjustments . .
Net cash provided by operating activities

Cash Nlows from investing activities
Construction expenditures
Iovestment in nuclear fuel ,
Purchase of Nantahala Power and hghx .
Proceeds from sale of assets
INet change in ipvesiment securities (Note l)

Net cash used in investing actvibes

Cash flows from financing activities
Proceeds from the issuance of
First and refunding mortgage bonds
Pollution<conuol bonds
Nuclear fue! trusts
Preferred slock .
Short-term notes payab)e (Nou: )
Other longterm debt .. .
Payments for the redemption of
First and refunding mortgage bonds A :
Pollution-control bonds . . o
Nuclear fueltrusts .. ... .. o . i
Prefemredstock .. ......... S .
Pavmentsundcrcapmllcascoumnm L : o
Net cash used in financing activities .. S

Net increase (decrease) in cash
Cash at beginning of year

Cash at end of year

See Naes 10 Consoiidaied Finoncio' Siatements

MGE M DUKE POWER COMPMNY

»» it »t?

$ S7TL611 § 350386 § 500198

605,108 632866  616,9%

61,063 (16,699) 82,623
61,347)  (52616)  (36,742)
(95,216) (3? ;;g) (134,452)

- (102,285) -—
21,184 62,570 46,367

(63285)  (3464)  (6,360)
(13960)  (4203)  (15837) -
915 1,630 1323

29,249 4]933 42,356
49,961 (15.010)  (54,692)

1628 7,061 “3)
837,267 _ 532476 _ 541839
_LJORETS 1082862 1041737

(819.799) (754.076) (611,374)
(179,093) (142,575)  (129,510)
-_— (29,576) -_

-_— -— 23,496
26,518 198,586 35,636

_(9T23TT) __(127,641) _ (661.732)

- — 245866
15,906 1283 38734
§0945 85612 77,388

- — 45563
170,000 - —
130,000 - -

- —  (285752)

- —  (25,000)

(136,945) (85,612)  (76,388)
(8,025) (8,025)  (50,848)
(4.748) (4,348) (3.982)

143219) _(356,054) _(362110)
&718) €33 17898
206% __ 21509 ___ 3614

$ 13948 S 20676 § 21508




DURE FO&'E.I COMMANY

cmsondamd Balance Sheets

Dollars in Thousnds
Assets

Bectﬁcphm(nongna]cost—\lotsl 3 9and l2)
Electric plant in service . .

l&nccumulawddcpremanonmdamoﬂmon

Electric plant in service, net

Nuclearfuel ... ...........
Less accumulated amortization

Nuciear fuel net .

1989 - $159,034; 1988 - $125,194)
Total electric plant, net
Otber property and irvestments

Consu-ucnonworhnpmgess(mcludmgnudwfwmm -

" e

$9,738943  $9,121987
3374412 _ 3104088
636487 601789
165,967 1537534

L4 1219328

297,492 317,706

o L2853 1,038,001

Other property ~ &l cost (less accumulated depmznon 1989 - 368 3911988 - 564 677)

Other investments, &1 cost or less
Total other property and investments

Current assets
Cash (Note §5) ..
Shorti-term m»stmems

1917 1,373,696
144,513 106,843

121,103 115957
245,616 222,800

13,958 20,676
58,850 89,711

Receivables (less allowance for losses: 1989 - $3 837 1988 33 690) (Note 1) ,,,,, $19439 456,554
Materials and supplies — at sverage cost
Coad ... ... . . 84,636 £3,405
Owher. .. ... . 182,951 165,622
Prepayments .. ... ... 11,209 12,124
Total curren: assels £70.043 £32,002
Deferred debits
Purchased capecity costs (Note 3) 239671 162,084
Canceled construction projects (Notes 10 and 12) 144,128 182,542
Debt expense (Note 1) . . 73,191 75,835
Other. . ... ..... . .. 32454 11,556
Tota! deferred debits . . 489, 444 462017
Totalassets ... ... . .. _$9.542398 _$8.890.605
Capitalization and Liabilities

Caplialization (See Consolidaled Siatements of Capxtalization)
Cwrrent linbilities
Accounts payable . .. ..
Taxes accrued (Note 1) .
Toul ...............
Notsplyabl:(NotcS)
Current maturities of long-mmdebundpreiamdmcks
Total curren! Liabilities . .. ‘ .
Ammuhwdﬂeferredhcomenxes(‘dmlmdq
Deferred credits and other Kabllities
Investment tax credit (Notes 1 and 4) .. ... .. ..

Total deferred credits and other Lisbilives .. ..
Commitments and contingencies (Note 12) .
TFota! capitalization and lisbilities

See Notes to Consolidared Financio! Sarements

o 6918 57,334

o —— © ——

$,154.274 _$6.856723

306,232 264,988
76,613 26,652
67,951 67,945

511,782 416919

173,000 -
13,10 Spu3

T lomcree LIS

324,466 331,644
161,966 116593

T aed3 44237
 Tyrsarien 38390605
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' DUKE POWER COMPANY

Dollans iz Thousmnds
Capitalization
Common stock equity (Notes 6 and 7)

Common stock, po pas, 150,000,000 shares authorized: 101 281 445 sharesoummchm

for 1989 and 101,272,023 shares onnsxandmg for 1988
Retained earnings ... . o
Total common stock equxty

Preferred and preference stocks without sinking fund requiremests (Note 7). ... ..

Preferred stocks with sinking fund requiremests (Note 8)

Long-term debt (Note 9)
First and refunding mortgage bonds
Capitalized Jeases .
Other long-term debt
Nuclear fuel trusts. .
Unamontized debt discount and pm-mum net (Notc l)
Current maturities of long-term debt .,

Consolidated Statements 01 Capitakzation And Retainel Earnings

Decevsber 31, 90 1988
........ $1,862,721 $1,862,495
........ _L793EM ) 88! 901
......... 3656858 344436
........ 427457 427,683
........ _IES 255850
.......... HH45.838 2,630,803
n 25,560
........ 134,000 -—
86,000

...... a903)  (20251)
(5,185 (43,318)

Total lopg-termdebs . . L 5522442 2728 794
Total capitalimation ;7!154g 4 g!856i7;
Dollanin Thoussnds o Yew ended December 3], 99 198 1987
Retzined Earnings .
Balance — Beginning of year $1,581,901 $1.374,093 $1,210,229
Add — Netincome . 571,611 §50,386 500,198
Total 2183812 1924479 _1.710427
Deduct
Dividends
Commonstock .. . 307,878 291,635 21427
Preferred and prefermcc socks .. .. . 2,47 53,329 54,264
Capital stock transactions net ™~ . ... . . . (669 (2,386) 4,643
Towl deductions . ... . . L 359,683 342,578 _ 336334

Balance — End of vear ..

See Notes 10 Consohdaied Finanaia! Siarements

MGE 2% DUKE POWER COMPANY

$1793829 $1581901 $1.374,093



DUKE FOWER COMPANY

Notes To Consolidated Anancis! mmann

A. Reveowes

To provide a better matching of revenues and ex-
penses, the Company changec its accounting
policy of recognizing revenue 10 provide for the
accrual of estimated unbilled revenuss effective
Japuary 1, 1988. Prior 1o 1988, the Company
recognized revenues concurrent with billings to
customers. The cumulative effect of this ac
counting change jess income taxes of
$63,803,000, amounted 10 $102,255,000 and
was included in 1988 income. Other than the re-
cording of the curculative effect adjustment, the

B. Additions to Electric Plant

The Compeny capitalizes all coestruction-
related direct labor and materials as wel) as indi-
rect constructon costs Indirect costs include
general engneering, taxes and the cost of mopey
(alDowan.e for funds used during constuction).
The cost of renewak and betterments of units of

new accounting method had o material effect
on pet incorne for 1986 Had this new account-
ing method been in effect during 1987, net in-
come would pot have been materially different
from that shown ip the accompanying financial
siiements Unbilled revenues of $198,867,000
and $166,767,000 arc recorded as 8 component
of “Receivables™ on the Consolidated Balance
Sheets as of December 31, 1989 and 1988,
respectively.

property is capitalized. The cost of repairs and re-
placernents representing less thas a unit of prop-
erty is charged o electnc expenses. The original
cost of property retired, together with removal
costs less salvage value, is charged to accumu-
lated deprecistion.

C. Alloseance for Funds Used During Corstruction (AFUDC)

AFUDC represents the estimzied debt and og-
uity costs of capital funds that are pecessary 1o
finance the construction of new facilites
AFUDC, a nor<¢ash, nop-operating item, 1s rec-
ognized as a cost of “Construction work in prog-
ress” (CWTP), with offsetting credits 10 “Other
income” and “Interest deductions”™ After cop-
strucbon is completed, the Compeny 1s per

D. Depreciation and Amortization

Provisions for depreciation are recorded using
the struight-line method The year-end compos-
ife weighted-average depreciation retes were 3.58
percent for 1985, 3.61 percent for 1988 and 3.60
percent for 1987, All coel-fired generasing units
are depreciated &1 the rate of 3.57 percent Nu-
clear units are depreciated at & rate of 4 percent,
which includes an allowance for decommission-
ing costs.

The Nuclear Regulaiory Commission (NRO)
ssued a rulemaking in 1988 which will require
an exiernal mechanism to fund the bability 10
decommission the components of & nuclear unit
subject to radicactive contamingbon. The mini-
mum funding leve! mandsted by the NRC is ap-
proximatehy $100 million per unit in 1986 dot
lars 10 be funded by the end of the Licensed life of
the plant. The other yaint owners of the Catawbe

E. Subsidiaries

The Company's consalidated financial state-
ments reflect consolidation of all of its wholly
ovwned subsidianes, in accordance with & state-

mitted 10 recover these caprtal costs, including a
fair return, through their inclusion in raie base
and in the provision for depreciation.

AFUDC, which is compounded semignnu-
ally, was calculated on sverage embedded rates
(ne1 of applicable income taxes) of 9.35 percent
for 1989, 9.34 percent for 1988 and §.11 percent
for 1987.

Nuclear Station are liable for funding decom-
missioning astivities relaed to their ownership
interest in the station. The Company i required
10 submit a funding plan to the NRC by July
1990.

Amortization of nuclear fuel is included in
“Fue! ueed in ejectric generation” in the Consoli-
dated Statements of Income. The amortization is
recorded using the unit-of-production metbod.

Under provisions of the Nuclear Waste Policy
Act of 1982, the Compeny has entered ipto con-
tracts with the Department of Energy (DOE) for
the disposal of puciear fuel Pryments made 10
the DOE for disposs! costs are based on nuciear
geperatioz and are included in “Fuel used in
electric generation” in the Consobdsted Stste-
ments of Income.

compeny transactions have been elimingted in
consolidation. Informatios for 1987 hasban re-
ststed 10 conform 1o the new preseptation. (See

men! isued by the Financial Accountng Stap-  “Subsidiary Investments” page 43.)
dards Board (FASB) All significant imter-
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. Note 3.

Summary of

* Significant
Accounting Policies
‘Conianeed)

F. Incorse Taxes
The Company and its subsidiaries file a consoli-
daied federal income tax return. Income taxes
are allocated 10 each company based on nis sepe-
rate coropany waxable income or loss

Income waxes are allocated 1o non-electric op-
erations under “Other income™ and 10 electric
ope-aling expense. The “Income taxes — credit”
classified under “Otber income™ results from tax
deductions of interest costs relating primarily to
investments in CWIP, canceled construction

projects and short- and intermedime-term
investments

Deferred income 12xes have been provided for
timing differences between book and tax income,
principally resulting from accelerated wax depre
ciation, levelizzation of purchased power costs,
canceled construction projects and unbiled rev-
enues. [nvestment tax credits are deferred and
amortized over the estimated useful lives of the
relaied properues.

G. Ummortized Dedx Premium, Discount and Expense

Expenses incurred in connection with the issu-
ance of presently outstanding long-erm debr,
and premiums and discounts relating 10 such
deby, are being amortized over the terms of the

H. Fue! Cost Adjustmen! Procedures
Fue! costs are reviewed serniannually in the
wholesale and South Caroline retai! jurisdic-
tions, with provisions for changing such costs in
bese rates In the North Caroling retail jurisdic-
tion, & review of fue!l costs in rates is required an-
nually and during general rate case proceedings
Al yunsdictions allow the Company 1o adjust
for past over- or under-recovery of fuel costs.

1. Consolidated Staterments of Cash Flows

The FASE issued & statement requiring the im-
plementation of the Consolidaied Staternents of
Cash Flows in 1988, The Consolidated State-
ments of Cast: Flows replaces the Staternents of
Changss in Financial Postion provided in previ-
ous vears Information for 1987 has been restaied
1o conform 10 the new preseptaton. For pur-

respective issues Also, any expenses or call pre-
miums associsted with refinancing higher<cost
dedt obligations are being amortized over the
Eves of the new issues of long-term debt

Therefore, the Company refiects in revenues the
diflerence between actual fue! costs incurred and
fue! costs recovered through rates.

The North Caroline legislature ratified a bill in
July 1987 assuring the legality of such adjust.
ments in rates The bill has 3 sunset provision
which has been extended 1o July 1, 1991,

poses of the Consolidated Sistements of Cash
Flows, the Company's investments in highly ba-
uid delx instruments with a maturity of three
months or less are included in cash flows from
ipvesting activities, and thus are not considered
cast equivalents

Note 2.
Matters

MCE 28

The North Caroline Uhilites Commission
(NCUC) and The Public Senice Commission of
South Carolinz must approve rates for retai’ sales
within their respect ve states The Federa’ Energy
Regulaiory Commisson mus! approve the Comn-
peny’s rates for sales to wholesale customers.
Sales 10 the other yoint owners of the Catewba
Nuclear Station, which represent 8 substaptal
majonty of the Company's wholesale revenues,
are now st through contractual agreements (see
Note 3).

Changes in retail rates implemented by the
Company since January |, 1586, include rate ip-
creases of 6.73 percent, effective October 1986,
and 98¢ percent, effective Novernber 1986, in

DUKE ROWER COMPANY

the North Carolina and South Carolina retail jur-
isdictions, respectively: These increases provided
for recovery of the Company's investment in Ca-
tawbe Unit 2 and psyments relaied 10 the pur-
chased power contracts with the plant’s otber
joint owners. As a result of an appea) by certain
perves of the Compery's 1986 rate order of the
NCUC, the Compen\'s suthorized return o
common equity was reduced in 1989 from 13.40
percent 1o 13.20 percent (see Note 12).

The Compeny reduced retail rates by 2.3 per-
cent on January |, 1987, and by an addiu’on_nl 3
percent on January 1, 1988. These reductions
recognize the lower corporsis income tax rate in-
cluded in the Tax Reform Act of 1986,



